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‘ | HUALING HOLDINGS LIMITED
ZEEEBRAE
{incorporated in Hong Kong with limited liabilitv)

~ Interim Results Announcement
for the Six Months Ended 30 June 2003

Results

The Board of Directors (the “Board™) of Hualing Holdings Limited (the
“Company"”) (formerly known as "GZITIC Hualing Holdings Limited")
announces the unaudited consolidated results of the Company and its
subsidiaries (the “Group™) for the six months ended:30 June 2003 (the,
“Period”) as follows: ’

Condensed Consclidated Profit and Loss Account

Six months ended 30 June

2003 2002
(Unaudited) (Unaudited)
Note HK§'000 HK$'000
Turnover 2 909,857 714,726
Cost of sales ' (798.299) (611,336)
Gross profit 111,558 103,390
Other revenues 21,718 24,305
Distribution costs 81,778) (79,067)
Administrative expenses (63,385) (41,834)
Other operating expenses (732) (484)
Operating (ldss)/profit 3 (12,619) 6,310
Finance costs (12,920) (14,104)
Share of losses of .
associated companies (301) (1,569)
Loss before taxation (25,840) (9.363)
Taxation 4 (1,307Y 3,047
Loss after taxation (27,147) (6,116)
Minority interests (452) (3.130)
Laoss attributable to
shareholders (27,599) (9,446)
Losses per share
— basic - 5 (2.0) cents  (0.7) cents
— diluted 5 N/A (0.7) cents

Notes
i, Principal Accounting Policies and Basis of Preparation

These condensed consolidated interim  financial statements (“interim
financial statements™) are prepared in accordance with Statement of Standard
Accounting Praciice ("SSAP”) No. 25 “Interim Financial Reporting™ issued
by the Hong Kong Society of Accountants and with the applicable disclosure
reguirement of Appendix 16 1o the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited.

These interim finuncial stalements have not been audited by the Company's
audiiors but have been reviewed by the Company's Audit Committee,

The interim financial statements have been prepared on a basis consistent
with the accounting policies adopted in 2002 annual report except for the
adoption of SSAP12 (Revised) “Income Taxes™ and. SSAP 35 “Accounting for
Government Grants and Disclosure of Gavernment Assistance”. The adoption
of SSAP!2 (Revised) and SSAP 35 had no material effect on the amounts
reported in the current period or prior year.

[N}

Turnover and Segment Information

Substantialty all turnover of the Group is anributable to the sales of
 household electrical appliances.

An analysis of the Group's turnover and contribution to operating
{loss)/profit by products are summarized as follows:

Contributien to

Turnover operating (loss)/profit
Six months ended Six months ended
- 30 June 30 June 30 June 30 June .
2003 2002 - 2003 2002 -
- HK3'000 HK3'000 - HK3'000 HK$'000,
(Unuudited) {Unaudited) (Unandited) (Unaudited)
Sales of .
refrigerators 186,439 160,758 (22,183) (11,885)
Sales of air- :
conditioners 564,587 443,550 12,506 15.869
Sales of mini-
refrigerators 158,831 110,418 2,253 8.130
Others — —_ (5,195) (5,804)

909,857 714,726 (12.619) 6,310

During the period under review, the total sales volume of producis
amounted to approximately 891,400 units, increased by approximately
31.6% when compared to the corresponding period last year. Among
which, approximately 382,100 units were domestic sales of the PRC
market and 509,300 units were overseas exports, representing a rise of
11.9% and 51.7% respectively when compared with that of last year, The
sales volume of overseas export was higher than that of the domestic
sales for the first time. Foreign sales revenue significantly increased by
59% compared to the same period last year, and amounted to over
US856,930,000, Although the turnover and safes volume of the Group
during the period increased when compared to the corresponding period
of last year, the intensive industry competition led to continuous price
stash and thus substantially affected the gross profit of the products. As
a result, the profit contribution of products was directly impacted.

Air-conditioner Business Analysis

During the period under review, total production volume of air-
conditioner amounted to approximately 418,000 units. Sales volume
amounted to approximately 444,600 units, increased by approximately
47.7% when compared to the corresponding period last year. Despite the
increase in sales volume, which offset part of the pressure caused by the
price-cut of air-conditioners, however, growth in profit contribution was
not recorded. Turnover of air-conditioners amounted to approximately
HK$564,587,000 during the period under review, increased by
approximately 27.3% over prior year,

Overseas Export Marker

The Group's air-conditioner export business continued to maintain a
rapid growth, The export volume was approximately 282,000 units
during the period under review, increased significantly by
approximately 82.1%. Turnover of export sales reached approximately
US$42,430,000, which accounted for approximately 58.7% of the total
sales of air-conditioners. The Group’s export volume of air-conditioners
to North America and Europe remained stable. Export volume to Noith
America increased by 87% in comparison with the corresponding period
last year, :

The PRC Marker

Due to the cut-throat price competition in the white household appliance
market during the period under review, the Group's air-conditioner
business results in the PRC market was affected. Although there was a
rise in the sales volume, gross profit was on the downward trend, The
sales volume amounted to approximately 161,900 units, increased by
10.9% when compared to the same period of last year. The turnover’
increased slightly by approximately 0.06% and amounted to
approximately HK$231,917,000. Split-type air-conditioner accounted
for approximatety 79.2% of the total sales volume in the PRC market
and shared the largest portion amongst other segments.

OEM Market in the PRC

During the period under review, the Group’s sales volume in OEM
business amounted to 496 units, increased by approximately 26.5%
compared to the same period last year. Turnover amounted to
approximately HK$1,445,000, increased substantially by approximately
237.6% over last year. The increment was mainly duc to the sales of the
cabinet-type air-conditioner which was having higher price level,
Nevertheless, the OEM business accounted for only a small portion of
the overall air-conditioners sales volume. As the original OEM clients in
the PRC set up their own production facilities for product development
and manufacture, a drop in the demand for the Group's OEM air-
conditioners in the PRC was resulied.

Refrigerator Business Analysis

During the period under review, the Group's refrigerator sales volume
increased by approximately 18.8% cdémpared to the corresponding
period last year, amounted to approximately 446,800 units. Turnover
amounted to approximately HK$345,270,000, representing an increase
of approximately 27.3%. China Refrigeration Industry Company
Limited recorded the highest daily production of 2,222 units since its
operation. Amongst the total sales volume, refrigerator business and
mini-refrigerator business accounted for approximately 40.2% and
59.8% respectively.

Qverseas Export Market

During the peried under review, the export sales volume of the Group's
refrigerator was satisfactory, with export volume surged 25.5% and
amounted to approximately 227,100 units. Among which, refrigerators
and mini-refrigerators amounted to 24,600 units and 202,500 units
respectively. Total turnover increased by approximately 13.9% and
reached approximately HK$127,891,000.

The PRC Market

During the period under review, the sales volume of refrigerators in the
PRC increased by approximately 23.4% compared to the corresponding
period last year, reached approximately 182,600 units. Turnover enreed




refrigerators 158,83} 110,418 2,253 8,130
Others » = — (5,195) (5.804)
(12.619) 6,310

. 909 857 714,726

kB 'Operaling (LossJIProfi;

Six months ended
30 June 2003 30 June 2002
HK3 000 HK$'000
(Unaudired) (Unaudited)

Operating (Joss)/profit is stated after
charging the following:
Deprecmnon on fixed assets 16,452
Amortisation of gzoodwill 340
Interest on borrowings 17,465

33,564
340
17,738

4. Taxation

No Hong Kong profits tax has been provided as the Group did not have any
assessable income under Hong Kong Profit Tax. Overseas taxation has been
culculaled on the estimated assessable profit for the Period as the rate
prevajling in the respective jurisdictions.

For' the six months ended
30 June 2003 30 June 2002
. HK3'000 HK3 000

{Unaudited) {Unaundiied)

PRC enlerprise income tax

Provision for current period (2,192) (3,184)
Overprovision for prior year 885 6,231
(1,307) 3.047.

5. (Losses)/Earnings Per Share
The calculation of basic losses per share is based on the unaudited losses for
the period of HK$27,599,000 (2002: HKS$9,446,000) and on the weighted
- average number of 1,382,025,800 shares (2002: 1,381,603,701shares) in issue
during the Period.
No dijuted losses per share for the Period disclosed as the average price of
the Company’s shares during the Period was less than the exercise prices of
sharc options and the potential ordinary shares would have no dilutive effect,
The diluted losses per share for the six months cended 30 June 2002 was
calculated based on the |.382,511,306 shares.
6. Contingent Liabilities
As al 30 June 2003, the balance of the discounted letter of credit with
recourse of the Group was amounted to approximately HK$25,540,000 (As at
31 December 2002: Nil), the balance of bill of exchange discounted/endorsed

with recourse was amounted to approximately HK$38,498,000 (As at 31
December 2002: HK$155.056.000).

Financial Performance

The Group's sales volume increased by approximately 31.6% for the.
period ended 30 June 2003 when compared with the corresponding
period last year, reaching approximately 891.400 units, while turnover
reached approximately HK3909,857,000, representing an increase of
approximately 27.3% when compared with HK$714,726,000 last year.
The Group recorded operating loss of approximately HK$12,619,000
(2002: Operating profit of HK$6,310.000). Loss atiributable 1o
shareholders were approximately HK$27,599,000 (2002:
HK$9,446,000). As at 30 June 2003, cash on hand was approximately
HK$164,142,000. The bank borrowing of the Group amounted to
approximately HK$608,848,000, including short-term bank loans of
approxlmalcly HK$570,256,000. As at the Period end, the debt lo equity
ratio, calculation based on total of short-term and long-term loans
as 'sst consolidated sharcholders’ equity was about 1.5 (as at 31
L - nber 2002: 1.2) :

Interim Dividend

The Board does not recommend any interim dividend for the Period
(2002: nil).

Industry Overview

During the period, the People’s Republic of China-(“*PRC") continued to
be alfected by the unfavourable external economic factors. In addition.
the outbreak of Severe Acute Respiratory Syndrome (SARS) in March
2003 has directly attacked the global market and the product sales of the
Group. Along with the significant increase in the raw material cost of
home appliances. the weak consumption market has led to an overall
downward adjustment of product price. Besides. the continuous new
entries of home appliance manufacturers into the industry, as well as the
inclination of the original air-conditioning OEM clients setting up their
own production lines, have escalated the industry competition. Thus, the
overall household appliance manufacturing market in the PRC was
under uncertainty. Moreover, the abnormal weather and the low
temperature within the major sales regions of the Group, while some of
the regions being. persistently affected by the flooding, had directly
affected the domestic sales of the Group’s products. Nevertheless. the
PRC has progressively transformed into a major international
production base with pricing advantage as a result ol the increasingly
liberalized international trade and economics. The PRC manufacturing
industry embraces enormous potential in the overseas cxport market.

Business Review

Pursuant to the restructuring of controlling shareholder during the
period under review, Guangzhou International Group Co., Ltd., a
subsidiary of Guangzhou Municipal Government, became the
controlling sharcholder of the Group. Starting from 11 July 2003, the
nume of the Group changed from “GZITIC Hualing Holdings Limited”
to “Hualing Holdings limited”. Mr. Li Yujun and Mr. Huang Weihua
were appointed as the Executive Directors of the Group with effect from
27 June 2003. The Board further clected Mr. Li Yujun as the Chairman
ol the Company.

1ae e MAaracd

During the period under review, the sales volume of refrigerators in the
PRC increased by approximately 23.4% compared to the corresponding
period last year, reached approximately 182,600 units. Turnover surged
by approximately 60.8% and amounted 1o approximately
HK$182,301.000.

OEM Marker in the PRC

During the period under review, the Group's sales volume and turnover
of refrigerators in OEM business were approximately 37.100 units and
HK$35,078,000 respectively, representing a decrease of 21.1% and
23.0% respectively.

Prospects’

With the PRC’s accession to the World Trade Organization, its trade
market is exhibiting progressive liberalization. The nation is expected to
become the largest household appliance manufacturing base in the world .
following the persistent upgrading of the PRC's global status. Despite
the development opportunities that brought forth, severe competitions in
the markel are inevitable. With its inherent advantages and patent
technologies, as well as a market-and-effegtiveness-oriented approach,

the Group will dedicate to further develop its business le\u.raomv on
new and aggressive management strategies.

As for the overseas market, the Group's dedication in the past in
exploring the export business has led to a higher air-conditioner export
volume than that in the PRC. The Group also succeeded in establishing
a stable export sales network. Along with the higher energy standard and

. refrigerant criteria stipulated in Europe next year, which would lead to

higher technical requirement of household appliance imports. As such,
the entry barrier of household appliance manufacturing industry will be
further upgraded, and in turn, some of the brands wiil be forced to exit
the European market. Capitalized on Hualing’s technical advantages, the
Group is capable of increasing its export business and enhancing its
revenue by expanding the operating economies of scale.

With respect 10 the PRC market, the intense competition of the
refrigerator market which persisted for several years left the market with
guality manufacturers. As a result of the gradual stabilization of product
price, the Group's sales volume of refrigerator has resumed a growth
trend. After the expansion of the Group's production scale, positive
effect will be brought about to the business. As for the air-conditioner
business, the Group believes some of the manufacturers have already
been eliminated under the severe market competition. The Group will
continue to exercise prudent cost control and to expand the PRC market.
With the rapid increase in its export business, economies of scale is
achieved. Coupled with Hualing's advantages in quality and pricing,
Group's market share in the PRC would be mnr«.ased and thus provide
greater contribution to the Group.

Employment, Training, Development and Remuneration Policy

As at 30 June 2003, the Group employed approximately 3,000 staff,
comprising 12 in Hong Kong. The Group remunerates its employees
based on their performance, experience and prevailing industry practice.
The Group has set up share options scheme and provided retirement
benefits, in the form of Mandatory Provident Fund ctc. and other
benefits, which are similar to the employees in the PRC. The Group will
also grant bonus and other kinds of remuneration according to
individual performance and the financial performance of the Group.

Liquidity and Capital Resources

The Group generally financed its operations with cash flow generated
internally and facilities provided by banks in the PRC.

Audit Committee

The Audit Committee has reviewed the unaudited interim -financial
statement and accounting principles and practices adopted by the Group
and discussed with the management including auditing. internal controls
and financial reporting matters.

Code of Best Practice

In the opinion ol the Board, the Group has complied with the Code of
Best Practice as set out in Appendix 14 of the Rules Governing the
Listing of Securities of the Stock Exchange of Hong Kong Limited
throughout the six months period ended 30 June 2003 except the
Non-executive Directors and Independent Non-executive Directors are
not appointed for a specific terms as they are subject (o retirement by
rotation and re-election at the Annual Genera) Meeting of the Company
in accordance with the provisions of the Compdny s Articles of
Association.

Purchase, sales and redemption of securities

During the six months ended 30 June 2003. the Company and its
subsidiaries did not purchase, sell or redeem any of the Company’'s
securities.

Publication of detailed results announcement on the Exchange’s
website

The 2003 Interim Report containing all the information required by
parugraphs 46(1) to 46(G) of Appendix 16 of the Rules Governing the
Listing of Securities in The Stock Exchange of Hong Kong Limited will
be pubhshud on the Exchange’s wuhsm (Www. hkex.com. hk) in due

_course.

By Order of the Board
LI Yujun
' Chairman
Hong Kong, 20 August 2003
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